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PREFACE
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of the problems of catastrophically expensive illness. This
study, which examines catastrophic medical expenses in the
non-elderly, non-poor, employed population, is the final product
stemming from that effort. In keeping with CBO's mandate to
provide objective analysis, this paper offers no recommendations.
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Health Care Financing Administration, and Wendell Primus of the
staff of the Committee on Ways and Means for their helpful sugges-
tions, and to the staff of Blue Cross-Blue Shield for their sup-
port. Francis Pierce edited the manuscript, and Rosetta Swann and
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SUMMARY

Unusually expensive illnesses—often called "catastrophic
illnesses"—have been of concern to the Congress for many years.
When not fully covered by insurance, these illnesses can produce
unmanageable financial burdens for affected families. They com-
prise a substantial portion of total medical expenditures and im-
pose serious costs on those not directly affected (governments,
employers paying health insurance premiums, providers of health
care, and other families). A variety of bills considered by the
Congress during the past several sessions have contained
provisions relating to catastrophic illness.^

This report analyzes high-cost illness in the non-elderly,
non-poor population—about 53 million families. The elderly and
the poor were excluded because they are generally affected by dif-
ferent health programs and policies. The medical expenses in-
cluded in the analysis were those conventionally covered by both
private and public health insurance: inpatient acute-care hospi-
tal charges, surgical expenses, most outpatient care by physi-
cians, prescription drugs, and very limited private nursing and
home health care. Services used by some high-cost families—for
example, long-term care in nursing homes or psychiatric hospitals

A large number of bills providing catastrophic health
insurance coverage have been considered by the Congress. In
addition, the recent consumer-choice bills—for example,
H.R. 850, introduced by Congressman Gephardt and
then-Congressman Stockman—include provisions that would
increase private health insurance for catastrophic illness.
Catastrophic illness has also been a legislative issue in a
variety of. other contexts, such as some Medicare proposals
and consideration of the medical expense tax deduction.

Because families, rather than individuals, are the focus of
this report, it excluded some, but not all, unemployed indi-
viduals. Families containing no full-time employed individ-
ual were excluded from the analysis. On the other hand, un-
employed or part-time employed individuals who were spouses
or minor dependents of full-time employed individuals (with
earnings above a minimum explained in Chapter I) were
included.
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—which are excluded both from coverage by most health insurance„
were also excluded from this report.

Throughout the report, families are classified as "high-cost"
if their annual medical expenses exceeded one of four "cata-
strophic thresholds." These thresholds were $3,000, $5,000,
$10,000, and $20,000.3

PRINCIPAL FINDINGS

Extent of High-Cost Illness in a Single Year

In the non-elderly, non-poor population, families exceeding
any of the catastrophic thresholds in a single year are relative^
rare, but they account for a sizable proportion of total medical
expenses (see Summary Table 1). For example, only 5 percent of
all such families exceed $5,000 in expenses in any given year, but:
those families account for half of total medical expenses. More--
over, the portion of those families' expenses above $5,000 com-
prises more than a fourth of all medical expenses.

Probability of High-Cost Illness Over Several Years

Although the proportion of non-elderly, non-poor families ex-
ceeding catastrophic thresholds within any one year is small, the
proportion exceeding thresholds in at least one year during a
several-year period is much larger. The proportion of families
with expenses above $3,000 in any one year, for example, is only
11 percent, but 20 percent reach that level at least once in a
two-year period, and fully one-fourth of all families exceed
$3,000 at least once in a three-year period (see Summary Table
2). If the analysis was extended to longer periods of time, a
substantially larger proportion of families would be found to ex-
ceed $3,000 at least once.

Expenses of High-Cost Families in
Subsequent and Previous Years

In the population studied, families with expenses exceeding a
threshold in a baseline year have expenses well above average in

3. Unless otherwise noted, both the thresholds and expenditures
were expressed in 1982 dollars. In some cases, however, this
was not practicable—for example, in examining historical
trends.
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SUMMARY TABLE 1. PERCENT OF FAMILIES EXCEEDING VARIOUS LEVELS OF
ANNUAL EXPENSE, PERCENT OF TOTAL MEDICAL
EXPENDITURES ATTRIBUTABLE TO THEM, AND PERCENT
OF EXPENSES ABOVE THE LEVELS

Expenses of Families Exceeding
Levels, as Percent of Expenses

of All Families

Level of
Expense

l,13qjY

3,000

5,000

10,000

20,000

30,000

Percent of
Families
Exceeding
Level

23

11

5

2

0.5

0.2

Total Expenses
of Families

Exceeding Level

I/

68

50

28

14

I/

Only Expenses
Above Level a/

U
40

26

13

5

• cy

a. Includes all families exceeding the level, but excludes the
portion of their expenses that falls below the level.

b. Average annual expense.

c. Not estimated.

both previous and subsequent years as well. In the first year
after exceeding a threshold, the expenses of high-cost families
decline markedly from their level in the baseline year but remain
about 130 to 610 percent above the average expenses of all fami-
lies, depending on the threshold used (see Summary Table 3). In
the second subsequent year, their expenses decline at a slower
rate, remaining 110 to 340 percent above average. In the
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SUMMARY TABLE 2. PERCENT OF FAMILIES WITH ANNUAL EXPENSES ABOVE
CATASTROPHIC THRESHOLDS DURING PERIODS OF ONE TO
THREE YEARS

During Any One Year

At Least Once
During Two Years

At Least Once
During Three Years

$3,000

11

20

27

$5,000 $10,000 $20,000

6a 2 0.5

10 3 0.8

14 5 1.3

a. This percentage differs slightly from the corresponding
percentage in Summary Table 1, because this analysis includes
only families active for three consecutive years. The
difference does not affect the conclusions drawn from this
analysis.

aggregate, their expenses in the year before the baseline year
closely mirror their expenses in the first subsequent year.

Many varied patterns of families1 expenses underlie this ag-
gregate pattern. The expenses of some high-cost families quickly
return to average or even lower-than-average levels—because of
either improved health or death. The expenses of other families
remain above the threshold or even increase further. Depending on
the threshold, from 12 to 27 percent of families that exceed a
threshold in one year exceed the same threshold in the subsequent:
year—2.5 to 24 times the proportion in the non-poor, non-elderly
population as a whole.

Trends in Expenditures for High-Cost Illness

Two approaches were used in this report to describe changes
in the extent of high-cost illness over time. The first assessed
changes in the proportion of total medical expenses attributable
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SUMMARY TABLE 3. AVERAGE EXPENSES IN 1982 DOLLARS OF ALL FAMILIES
AND OF FAMILIES EXCEEDING CATASTROPHIC
THRESHOLDS, IN CATASTROPHIC AND SUBSEQUENT
YEARS (Percent above average expense of all
families in parentheses)

Group

Average
Expense,

Catastrophic
Year

Average
Expense,

First Subse-
quent Year

Average
Expense,
Second

Subsequent
Year

All Families l,182a l,199a l,227a

Families Exceeding
$3,000 in Cata-
strophic Year

Families Exceeding
$5,000 in Cata-
strophic Year

Families Exceeding
$10,000 in Cata-
strophic Year

Families Exceeding
$20,000 in Cata-
strophic Year

7,015
(493)

10,315
(773)

18,727
(1,484)

34,641
(2,831)

2,768
(131)

3,542
(195)

5,365
(347)

8,504
(609)

2,619
(113)

3,244
(164)

4,446
(262)

5,347
(336)

a. These values differ slightly from the average presented in
Summary Table 1 for technical reasons; the difference has no
practical Importance. The results reflect a sample of
insurance contracts active for at least three years, while to
be included in the results in Summary Table 1, families only
had to be active for one year.

to the families with the highest expenses. Families were ranked
in terms of their annual expenses, and the proportion of total ex-
penses attributable, for example, to the top 20 percent of all
families was compared from year to year. The second approach as-
sessed changes in the incidence of high-cost illness—that is,

xvii
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changes in the proportion of families exceeding the catastrophic
thresholds.^

Expenses Attributable to High-Cost Families* In the non-el-
derly, non-poor population, the proportion of total expenses at-
tributable to high-cost families was quite stable, growing only
slightly from 1974 to 1978 (see Summary Table 4). For example,
the 1 percent of families with the highest expenses accounted for
20 percent of total expenses in 1974 and 22 percent in 1978. This

SUMMARY TABLE 4. PERCENT OF TOTAL MEDICAL EXPENSES ATTRIBUTABLE
TO FAMILIES WITH THE HIGHEST EXPENSES, 1974 AND
1978

Families, Ranked
by Expenses 1974 1978

Top 25 Percent

Top 20 Percent

Top 10 Percent

Top 5 Percent

Top 1 Percent

91

85

65

47

20

91

86

67

49

22

4. In both cases, the trends analyzed were purged of any effects
of demographic change. It is unlikely that demographic
change will produce sizable changes in patterns of high-cost:
illness in the non-elderly population over the next decade.
In the population as a whole, however, demographic change—
specifically, the growing proportion of the population over
age 65 and the increasing average age of the elderly—can be
expected to produce sizable increases in the frequency of
high-cost illness.
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contradicts a widely held assumption that expenditures for high-
cost illness have been growing substantially faster than expendi-
tures for other medical care in the population studied.

Incidence of High-Cost Illness* Over the five-year period
covered by the study, the incidence of high-cost illness grew
rapidly in the population studied. This growth, however, was al-
most entirely the result of the rapid increase of medical expendi-
tures in general. Expenditures for high-cost illness grew only
slightly faster than did expenditures for other medical care.

Because medical expenditures, incomes, and prices are rising
simultaneously, the criterion of what constitutes high-cost ill-
ness can change over time. The incidence will vary according to
whether the catastrophic thresholds are left constant in nominal
dollars or are increased periodically to keep pace with median
family income, average family medical expenses, or some other
index.

When the thresholds were left fixed in nominal dollars, the
incidence of high-cost illness rose dramatically. When the thres-
holds were indexed to keep pace with rising average family medical
expenditures, however, this increase in incidence was largely
eliminated (see the Summary Figure). This indicates that most of
the growth in high-cost illness in the non-elderly, non-poor popu-
lation has been the result of the general increase in medical
expenditures.

If the thresholds had been indexed to keep pace with rising
family incomes—a strategy that could be incorporated into cata-
strophic health insurance plans to keep the maximum burden on af-
fected families constant relative to their incomes—the growth in
the incidence of high-cost illness from 1974 to 1978 would have
been markedly reduced but would nonetheless have remained steep.
For example, the proportion of families exceeding a $10,000 thres-
hold indexed in this way would have increased by more than 80 per-
cent during this period (see the Summary Figure).^ This reflects
the fact that between 1974 and 1978, median family income grew
much less rapidly than did average medical expenses.

5. The threshold would be $10,000 only in the first year, as it
would be increased each year thereafter to keep pace with ris-
ing incomes.
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Summary Figure.

Illustrative Percent Increases in the Incidence of High-Cost
Illness, Using Unindexed and Indexed $10,000 Thresholds

60 —

40 —

20

1974

Unindexed
Threshold

Threshold Indexed
to Median
Income

($13,672)

Threshold Indexed
to Average
Family Medical
Expenses

($16,593)

1978

NOTE: Initial threshold values are $10,000, in 1974 dollars. All threshold values (in parentheses)
are expressed in current (nominal) dollars.
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The Contribution of High-Cost Illness to
the Overall Increase in Medical Expenditures

Since disproportionate growth of high-cost illness has been
relatively minor, it contributed very little to the overall growth
in total medical expenditures in the population studied between
1974 and 1978. During that period, average medical expenses rose
66 percent. Had there been no disproportionate growth of high-
cost illness, average expenses would have grown 61 percent.

That the disproportionate growth in high-cost illness contri-
buted little to the overall increase in medical expenses, however,
does not indicate that high-cost illness played little role in
that increase. Rather, it indicates that high-cost illness con-
tributed to the growth in expenditures roughly in proportion to
its contribution to current expenditures. For example, since ex-
penses above $3,000 currently comprise about 40 percent of total
expenditures (see Summary Table 1), they contribute about the same
proportion of the growth in expenditures.

POLICY IMPLICATIONS

These findings have implications for several areas of policy,
including the allocation of medical resources, catastrophic health
insurance, and the control of medical-care expenditures.

The Allocation of Medical Resources

This paper found that over a period of several years, medical
resources are far less concentrated on a few high-cost families
than a single year's data would suggest. These findings help
clarify the subsidies inherent in any public or private health
insurance that includes coverage of catastrophic illness. A one-
year view of expenses suggests that a relatively few high-cost
families receive large subsidies from the much more numerous fami-
lies with lower expenses. To a considerable degree, however,
these subsidies eventually cancel each other out. That is, many
of the families subsidizing high-cost families in one year will in
turn be subsidized at a later date.

This paper also found—in contradiction to a widely-held as-
sumption—that the concentration of medical resources on high-cost
families is growing only slowly in the non-elderly, non-poor popu-
lation. Nonetheless, if the trends found in this study continued,
a marked increase in the proportion of resources devoted to high-
cost care would result over the long term. For example, if these
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trends continued, the proportion of medical expenses attributable
to the 1 percent of families with the highest expenses would grow
from 22 percent in 1978 to perhaps 35 percent by the end of the
century.

Catastrophic Health Insurance

This study clarifies the need for insurance protection
against the expenses of high-cost illness, in that it provides
estimates of both the frequency of such illnesses and the magni-
tude of expenses involved. In the absence of such insurance,
high-cost illnesses impose large and often unmanageable costs on
affected families or—through the bad debt mechanism—on other
individuals or institutions.

The growth of high-cost illness over time, however, indicates
that either the costs of any private or public catastrophic insur-
ance plan would grow rapidly, or the amount of protection provided
by the plan—relative to families1 incomes—would fall sharply.
This dilemma would arise regardless of the initial cost of the
plan, which could be controlled to some degree by tailoring the
plan's provisions. Moreover, any likely indexing of the plan's
provisions would only lessen the problem. For example, if the
plan's provisions were indexed to keep pace with rising incomes,
steep cost increases would continue as long as medical expendi-
tures rose faster than families' incomes.

Cost Containment

The patterns of high-cost illness found in this study indi-
cate the limitations of several possible cost-containment strate-
gies.

One strategy that would have relatively little effect on the
increase in total medical expenditures in the non-elderly, non-
poor population would be to focus cost-containment efforts pri-
marily on high-cost illness. Many have suggested that rapid
growth in expenditures for high-cost care—particularly, "heroic"
care of the terminally ill—has been a major cause of the current
increase in medical expenditures. This study shows, however, that:
disproportionate growth of high-cost illness has contributed rela-
tively little to the overall growth of medical expenditures in the
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